REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE GA-SEGONYANA MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Ga-Segonyana 
Local Municipality, which comprise the statement of financial position as at 30 June 201 1 , 
and the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting policies 
and other explanatory information, as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and Division of 
Revenue Act of South Africa, 2010 (Act No.1 of 2010 as amended) (DoRA),and for such 
internal control as management determines necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 
1996), section 4 of the Public Audit Act of South Africa. 2004 (Act No. 25 of 2004), my 
responsibility is to express an opinion on the financial statements based on conducting 
the audit in accordance with the International Standards on Auditing and General notice 
1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Because of 
the matters described in the Basis for disclaimer of opinion paragraphs, I was unable to 
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Cash and cash equivalent 

4. Cash and cash equivalents of R2 327 233 (2010: R3 812 811) were disclosed in note 20 
to the financial statements. The municipality could not provide supporting evidence for 
transactions of R1 666 409 recorded in the cash book. Furthermore, the bank 
reconciliation statement consist of reconciling items of R697 316 (2010: R1 877 378) debit 
and R264 530 credit that were not supported by documentary evidence. Consequently, I 
was unable to confirm the valuation and completeness of cash and cash equivalents. The 
municipality's records did not permit the application of alternative procedures. 

Cash flow statements 

5. Due to the impact of the unreconciled bank balance also reported in the prior year, I could 
not obtain reasonable assurance on the valuation and allocation, existence and rights and 
obligations of the cash flow statement. 
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Inventory 

6. A detailed breakdown between classes of inventory as required by GRAP 1, Presentation 
of financial statements, was not disclosed in the note to the financial statements. 
Furthermore, the inventory count relating to fuel was not adequately performed and value- 
added tax (VAT) was incorrectly accounted for on inventory. Consequently, i was unable 
to obtain sufficient appropriate audit evidence to satisfy myself as to the completeness, 
existence, rights, valuation and allocation of inventory. 

7. Inventory of R6 738 543 (2010: R6 911 292) was disclosed in note 15 to the financial 
statements. However, the following discrepancies were identified: 

e the municipality did not account and disclose inventory relating to unsold water and 
electricity at year-end of R880 968 and R2 245 269 respectively. As a result of the 
above error, inventory was understated by R3 126 237 in note 15 to the financial 
statements; 

» the difference between the physical stock and the opening balance as per the system 
was not adjusted, resulting In the overstatement of inventory by R2 71 8 454 
(2010: R2 500 000). The stock count for the year revealed differences of R1 955 340. 
The amounts were not assessed and disclosed as losses in the financial statements 
and the inventory was not adjusted; and 

• a 12% handling fee of R840 965 to internal departments. Revenue and the 
corresponding inventory expenditure were misstated with the same amount as the 
intercompany transactions were not eliminated in the financial statements. 

Property, plant and equipment 

8. Property, plant and equipment of R951 776 737 (2010: R960 954 373) were disclosed in 
note 10 to the financial statements. However, the following discrepancies were identified: 

• SA Standards of GRAP 17, Property, p/anf and eqy/pmenf requires that subsequent to 
initial recognition at cost, an item of property, plant and equipment should be carried at 
cost less accumulated depreciation and accumulated impairment losses. The asset 
management policy of the municipality states that assets less than R5 000 should be 
fully depreciated at the year they are purchased. As indicated in the asset register, 
assets costing less than R5 000 were not fully depreciated during the year they were 
brought into use. Had these assets been fully depreciated, the surplus for the period 
would have decreased by R9 026 796, while property, plant and equipment would have 
decreased by the same amount. I was unable to determine the effect on the 
corresponding figures. 

« the municipality did not update the asset register with the latest valuation roll conducted 
before year end. As a result, land in the asset register was overstated by R23 638 913 
and the financial statements by the same amount. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the rights and valuation 
pertaining to property plant and equipment disclosed in note 1 0 to the financial 
statements; 

e the municipality did not review the residual values and useful lives on items of property, 
plant and equipment at each reporting date In accordance with SA Standards of GRAP 
17, Property, plant and equipment. The records did not permit the application of 
adequate alternative auditing procedures regarding this property, plant and equipment. 
Consequently I could not determine the impact on the carrying values of property, plant 
and equipment as disclosed in the statement of financial position; and 
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® the amount disclosed in the trial balance of R940 079 057 was less than the financial 
statements of R951 776 737 resulting in a difference of R1 1 697 678. 

9. As reported in the prior year sufficient appropriate audit evidence could not be obtained 
for journals and additions. Consequently, I was unable to perform satisfactorily audit 
procedures to obtain reasonable audit assurance on the classification and allocation, 
completeness, existence, rights and obligations pertaining to property, plant and 
equipment. 

Trade receivables from exchange transactions 

10. Trade receivables from exchange transactions of R8 601 654 (2010; R8 657 702) were 
disclosed in note 1 6 to the financial statements. The following discrepancies were noted; 

® included in this account balance were receivables with credit balances of R1 617 200. 
There were no satisfactory alternative audit procedures that i could perform to obtain 
reasonable assurance as to the existence, valuation and rights and obligation to the 
receivables of R1 617 200 as supporting evidence for the above could not be provided; 
and 

» included in this account balance were long overdue receivables of RIO 732 272. 
Payments were not received from these debtors and no write off or follow up has been 
made by the municipality. Furthermore, debtors of R18 586 909 were more than 90 
days overdue and no disconnection was made to enforce payment and ensure 
recoverability of debt due to the municipality. 

Consequently, I was unable obtain sufficient appropriate audit evidence to satisfy myself 
as to the existence, valuation and allocation of debtors. 

11. As reported in the prior year sufficient appropriate audit evidence could not be obtained 
for trade debtors, credit balances included in the debtors, employee costs paid in 
advance, deposits, and VAT, Consequently, I was unable to perform satisfactorily audit 
procedures to obtain reasonable audit assurance on the completeness, rights and 
obligations, existence and valuation pertaining to trade receivables from exchange 
transactions. 

Trade receivables from non-exchange transactions 

12. Other receivables from non-exchange transactions of R5 541 646 (2010; R7 1 57 686) 
were disclosed in note 17 to the financial statements. There were no satisfactory 
alternative audit procedures that I could perform to obtain reasonable assurance as to the 
valuation and allocation, existence, rights and obligation to the receivables of R3 1 12 994 
(2010; R7 157 686). 

Debt impaired 

13. Paragraph 58 of the South African Statement of Generally Accepted Accounting Practice 
(SA Statements of GAAP), IAS 39 (AC 133), Financial instruments: Recognition and 
measurement (IAS 39) requires the municipality to assess at each balance sheet date 
whether there is any objective evidence that a financial asset or group of financial assets 
is impaired. The municipality, however, made a general provision for doubtful bad debts 
for receivables from exchange and non-exchange transactions amounting to R15 141 754 
(2010; R12 981 594), which was not in accordance with the impairment requirements of 
IAS 39. As the relevant information was not available I was not able to calculate what the 
impairment charge against receivables from exchange and non-exchange transactions 
and bad debts expense should have been if IAS 39 had been applied correctly. 
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Trade and other payables 

14. Trade and other payables of R3 625 503 (2010: R3 245 105) were disclosed in note 7 to 
the financial statements. The municipality could not provide sufficient appropriate audit 
evidence to support R847 522 debit and R1 118 040 (2010: R1 007 389) credit balances 
included in note 7 as deposits received. There were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance that all transactions were 
properly recorded. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, valuation and allocation and obligation of accounts 
payable of R1 965 562 (2010; R1 007 389). 

15. The municipality did not accrue for invoices In respect of goods and services received of 
at least R1 988 849 (2010: R5 827 076). Had these invoices been accrued for, the effect 
would have been to reduce the surplus for the period and the accumulated surpluses by 
R1 988 849 (2010: R5 827 076) and to increase the payables in the statement of financial 
position by an equal amount. 

Value-added tax (VAT) 

16. VAT receivable from non-exchanged transactions of R4 067 905 (2010: R154 959) was 
disclosed in note 9 to the financial statements. The following discrepancies were 
identified: 

« the municipality did not adequately perform VAT reconciliation during the year under 
review; 

• a difference of R2 086 965 was identified between the VAT receivable as disclosed in 
the financial statements, reconciliation and the confirmation received from SARS; 

• instances were identified where Input VAT was incorrectly processed in the accounting 
system: and 

® disclosed under VAT receivable from non-exchanged transaction was R1 565 037 
relating to journals passed to correct VAT on inventory purchased in the prior year. 
Supporting evidence could not be obtained for the journals. 

Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the occurrence, accuracy, valuation and allocation of VAT receivable from non-exchanged 
transaction. 

Unspent conditional grants 

17. Unspent conditional grants and receipts of R3 099 333 (2010; R5 640 030) were disclosed 
in note 8 to the financial statements. The above note was understated by R7 31 1 487 as 
the amount disclosed differed from the amount confirmed by the transferring institution. 
Current liabilities were understated by the same amount in the statement of financial 
position. 

1 8. As reported in the prior year I could not establish if all transactions took place according to 
the conditions of each grant and whether the expenditure against the grant had been 
disclosed in the statement of financial performance. The portion that needed to be 
capitalised to property, plant and equipment or transferred to operating expenditure could 
also not be confirmed. Furthermore, a difference of R2 529 361 was identified between 
the DoRA and the amounts per the bank statements. Consequently, I was unable to 
perform satisfactorily audit procedures to obtain reasonable audit assurance on the 
valuation and allocation, existence, rights and obligations pertaining to unspent conditional 
grants. 
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Provisions 


1 9. Provision has not been made for the environmental rehabilitation costs of restoring the 
municipality’s landfill sites. A provision should be made for the present obligation incurred 
as a consequence of its past use of the landfill sites in accordance with SA Standards of 
GRAP 19, Provisions, contingent liabilities and contingent assets. The records did not 
permit the application of adequate alternative auditing procedures regarding this provision. 
Consequently, i did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the completeness, valuation and allocation of provisions. 

20. Provision has not been made for the employee bonuses for the current and prior year. A 
provision should be made for the present obligation incurred in accordance with SA 
Standards of GRAP 1 9, Provisions, contingent liabilities and contingent assets. 

The records did not permit the application of adequate alternative auditing procedures 
regarding this provision. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the completeness, valuation and allocation of provisions. 
Reliable estimates could not be made with regards to bonus provision. 

Expenditure 

21. Expenditure of R207 115 180 (2010: R160 460 537) was disclosed in the statement of 
financial performance. The following discrepancies were identified: 

• The amount disclosed in the general ledger of R53 317 635 for different classes of 
expenditure did not agree to the financial statements of R86 954 795 resulting in a 
difference of R33 637 160. I could not be provided with sufficient supporting 
documentation to reconcile this difference. 

• Sufficient appropriate audit evidence could not be obtained for general expenses, bulk 
purchases, operating grant expenses and repairs and maintenance of R12 495 700 
and journals of R1 408 013. There were no satisfactory alternative audit procedures 
that i could perform to obtain reasonable assurance that all goods and services were 
properly recorded. 

Consequently, I was unable obtain sufficient appropriate audit evidence to satisfy myself 
as to the occurrence, completeness, accuracy, cut-off and classification of expenditure. 

22. As reported in the prior year sufficient appropriate audit evidence could not be obtained 
for general expenditure, repairs and maintenance, and journals. Numerous accounting 
entry errors were noted in depreciation, amortisation and debt impairment. Consequently, 

I was unable to perform satisfactorily audit procedures to obtain reasonable audit 
assurance on the accuracy, occurrence and classification pertaining to expenditure. 

Revenue from exchanged transactions 

23. There was no system of control over pre-paid electricity revenue on which I could rely for 
the purpose of my audit, and there were no satisfactory audit procedures that I could 
perform to obtain reasonable assurance that all pre-paid electricity revenue was properly 
recorded. The municipality did not perform reconciliation between the pre-paid electricity 
system and the accounting system used for the preparation of the financial statements. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness of pre-paid electricity revenue of R46 352 832 

(2010: R41 230 350). 

24. The municipality did not charge interest and penalties on outstanding debtors as a 
requirement by the debtor’s policy. The SA Standards of GAAP, IAS 18 (AC 1 1 1), 
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Revenue requires that revenue be recognised in the period in which it was earned. Had 
interest on overdue account being charged, revenue and net profit would have been 
increased and receivables In the statement of financial position would have been 
increased by R1 575 634 (2010: R1 308 865). 

25. As reported in the prior year sufficient appropriate audit evidence could not be obtained 
for service charges, journals, interest and penalties received on arrear accounts, 
government grants and subsidies, licences and permits, and rental of facilities. 
Consequently, I was unable to perform satisfactorily audit procedures to obtain reasonable 
audit assurance on the completeness, accuracy, occurrence, classification and cut-off 
pertaining to revenue. 

Revenue from non-exchange transactions 

26. Revenue from non-exchanged transactions of R124 451 442 (2010; R76 676 316) was 
disclosed in the statement of financial performance. There were no satisfactory alternative 
audit procedures that I could perform to obtain reasonable assurance that all transactions 
were properly recorded. Sufficient appropriate audit evidence could not be obtained for 
fines of R1 344 567 and licenses and permits of R1 507 403. Consequently, I did not 
obtain sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
completeness, accuracy, cut-off and classification of revenue amounting to R2 851 970. 

Distribution losses 

27. Section 125(2)(d)(i) of the IVIFMA states that the notes to the annual financial statements 
of a municipality must disclose particulars of any material losses. The municipality did not 
disclose in the note to the financial statements distribution losses with regard to electricity 
and water due to the municipality not implementing adequate control measures to reliably 
calculate these losses. I was unable to determine the total extent of the understatement in 
distribution losses as sufficient appropriate documents could not be obtained. 

Finance charges 

28. Finance charges of R4 102 974 (2010: R4 292 557) were disclosed in note 28 to the 
financial statements. Disclosed in this note was R3 361 811 (2010: R3 675 832) relating to 
long term liabilities. The municipality did not account for the finance charges as required 
by SA Standards of GRAP 5, borrowing costs. The municipality incorrectly expensed the 
finance charges that should have been capitalised on qualifying assets. Consequently, 
finance charges were overstated by R3 361 811 (2010: R3 675 832) and assets 
purchased on these loans understated by the same amount. 

Commitments 

29. Commitments of R25 273 275 (2010: R11 622 072) were disclosed In note 39 to the 
financial statements. The municipality incorrectly disclosed expenses incurred on projects 
during the year as commitment resulting in the understatement of commitment in the 
financial statements by an estimated amount of R114 730 592 (2010: R91 012 237). The 
completeness and valuation of commitments could not be confirmed as no contract 
management system was in place for the identification and recognition of contracts. 

Accumulated surplus 

30. I was unable to perform satisfactorily audit procedures to obtain reasonable assurance on 
R1 290 61 1 disclosed in the trial balance as taken on balances emanating from prior 
years. Sufficient evidence could not be obtained as to the above balance included in the 
accumulated surplus account at R1 290 611 (2010: R14 1 13 431) as the filing system did 
not function effectively, resulting in sufficient audit evidence for debit transactions 
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amounting to R55 687 724 and credit transactions amounting to R833 728 101 for the 
restated balances not being provided for audit purposes. The municipality’s records did 
not permit the application of alternative procedures as a result i could not determine the 
impact in the financial statements. 

Statement of changes in net assets 

31. Due to the impact of the limitation of scope on the accumulated surplus for the current and 
prior year, I could not obtain reasonable assurance on the rights and obligations, 
existence, valuation and allocation of the statement of changes in net assets. 

Prior period errors and changes in accounting policy 

32. Prior period errors have been corrected during the current and prior year for which 
appropriate information have not been disclosed In the financial statements: 

e The nature of the prior period errors, the amounts of the corrections for the affected 
financial statement line items and the amounts of the corrections at the beginning of the 
earliest prior period presented, were not disclosed as required by SA Standards of 
GRAP 3, accounting policies, changes in accounting estimates and errors, paragraph 
49. 

« The nature of the changes in accounting policies, descriptions of the transitional 
provisions, the amounts of the adjustments for each financial statement line item 
affected and the amounts of the adjustments relating to periods before those presented 
were not adequately disclosed in the financial statements, as required by SA Standards 
of GRAP 3, accounting policies, changes in accounting estimates and errors, paragraph 
28. 

Related party 

33. International Public Sector Accounting Standard, IPSAS 20, Related-party disclosures 
requires disclosure of the remuneration of key management personnel and the number of 
individuals. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the completeness of the disclosure note as required information was not 
presented for audit. 

irregular expenditure 

34. Irregular expenditure of Rnil (2010: R762 012) was disclosed in note 37.03 to the financial 
statements. The lawyer’s fee expenditure as disclosed and condoned in the prior year did 
not meet the definition of irregular expenditure resulting in the overstatement of irregular 
expenditure disclosure note in the financial statements. 

35. The municipality operated without an approved delegation of authority. Consequently 
expenditure approved by person other than the accounting officer was deemed irregular 
expenditure as envisaged by section 79 of the MFMA. The amount of irregular 
expenditure incurred could not be quantified. 

36. The municipality did not disclose as comparatives, irregular expenditure of R12 098 913 
incurred in the prior years. The above irregular expenditures were not condoned nor a 
disclosure made as to the omission made by the municipality. Consequently, I did not 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness 
pertaining to irregular expenditure disclosed in note 37.03 to the financial statements. 

37. Payments of R10 063 051 (2010; R1 846 186) were made in contravention of the supply 
chain management (SCM) regulations and a further overspending of R1 236 640 on a 
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tender was identified. The amount was not included in irregular expenditure, disclosed in 
note 37.03 to the financial statements, resulting In irregular expenditure being understated 
by R1 1 299 691. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness pertaining to irregular expenditure disclosed in note 
37.03 to the financial statements. 

38. Payments of R42 335 971 were made in contravention of the SCM regulations as no 
declarations were made by the directors on joint ventures entered and the directors 
owned other companies contracted to the municipality. The amount was not included in 
irregular expenditure, disclosed In note 37.03 to the financial statements. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness pertaining to irregular expenditure disclosed in note 37.03 to the financial 
statements. 

39. Payments of R1 423 789 were made in contravention of the SCM regulations as no 
quotations and orders were obtained by the municipality. The amount was not included in 
irregular expenditure, disclosed in note 37.03 to the financial statements. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness pertaining to irregular expenditure disclosed in note 37.03 to the financial 
statements. 

40. Service level agreements and/or bidding documents supporting the procurement of goods 
and services to the value of R9 397 191 could not be provided for audit purposes. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the completeness pertaining to irregular expenditure disclosed in note 37.03 to the 
financial statements. 

Unauthorised expenditure 

41 . The municipality did not disclose as comparatives, unauthorised expenditure of 

R2 125 748 incurred in the prior years. The above unauthorised expenditure was not 
condoned nor a disclosure made as to the omission made by the municipality. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the completeness pertaining to unauthorised expenditure disclosed in note 37.01 to the 
financial statements. 

Disclaimer of opinion 

42. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

43. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Unauthorised expenditure 

44. As disclosed in note 37.01 to the financial statements, unauthorised expenditure of 
R60 294 709 was incurred as a result of exceeding the total budgeted amount due to 
depreciation calculation with GRAP not included in the budget. 
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Restatement of corresponding figures 

45. As disclosed in note 32 to the financial statements, the corresponding figures for 

30 June 2010 have been restated as a result of errors discovered during 30 June 201 1 in 
the financial statements of the municipality at, and for the year ended, 30 June 2010. 

Additional matter 

i draw attention to the matter below. My opinion is not modified in respect of this matter; 

Unaudited supplementary schedules 

46. The supplementary information set out on pages xxx to xxx does not form part of the 
financial statements and is presented as additional information, i have not audited these 
schedules and, accordingly, I do not express an opinion thereon 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

47. In accordance with the PAA and In terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance with 
laws and regulations applicable to Ga-Segonyana Municipality. 

Predetermined objectives 

Presentation of Information 

48. The following criteria are relevant to the findings below: 

• Performance against predetermined objectives was not reported using the National 
Treasury guidelines. 

49. Audit findings: 

• Measures taken to improve performance were not provided in the performance report, 
as required in terms of section 46(1) (c) of the Municipal Systems Act of South Africa, 
2000 (Act No. 32 of 2000) (MSA). In total 100% of the reported targets where 
improvement is required was not explained. 

• Corroborating evidence provided as a basis for the measures taken to improve 
performance between the planned and the actual reported targets did not agree in all 
instances with the measures taken to improve performance reported. 

Usefulness of information 

50. The following criteria are relevant to the findings below: 

e Consistency; The reported objectives, indicators and targets are not consistent with the 
approved integrated development plan. 

51. Audit findings: 

• Planned objectives included In the integrated development plan were not consistent with 
the service delivery and budget implementation plan. In total 58% of all planned 
objectives specified in the service delivery and budget implementation plan for the year 
under review were not included in the integrated development plan submitted for audit 
purposes. 

» Planned objectives included in the annual performance report were not consistent with 
the integrated development plan. In total 45% of all planned objectives specified in the 
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annual performance plan for the year under review were not included in the integrated 
development plan submitted for audit purposes. 

® Planned development objectives that were changed but not approved and adequately 
explained in the annual performance report. In total 100% of all planned objectives 
specified in the annual performance report that were changed were not approved or 
adequately explained. 

Reliability of information 

52. The following criteria are relevant to the findings below: 

® Validity: The reported performance did not occur and does not pertain to the entity. 

a Accuracy: The amounts, numbers and other data relating to reported actual performance 
have not been recorded and reported appropriately. 

a Completeness: All actual results and events that should have been recorded have not 
been included in the reported performance information. 

53. Audit findings: 

® The target as per the integrated development plan did not relate directly in 100% of 
instances to the institution’s strategic goals and objectives as per the five year integrated 
development plan. 

Compliance with laws and regulations 

Strategic planning and performance management 

54. The municipality did not give notice within 14 days of adoption of the integrated 
development plan to the public, contrary to the requirements of section 25(4)(a)(b) of the 
MSA. 

55. The council did not, within the prescribed period after the start of its elected term, adopt a 
single, inclusive and strategic plan for the development of the municipality as required by 
section 25 of the MSA. 

56. The accounting officer of the municipality did not by 25 January assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and 
the service delivery targets and performance indicators set in the service delivery and 
budget implementation plan as required by section 72(1)(a)(ii) of the MFMA . 

57. The accounting officer did not submit the results of the assessment on the performance of 
the municipality during the first half of the financial year to the mayor of the municipality, 
the National Treasury, and the provincial treasury as required by section 72(1 )(b) of the 
MFMA. 

Budgets 

58. The municipality’s service delivery and budget implementation plan was not approved by 
the mayor within 28 days after approval of the budget and no satisfactorily explanation 
could be provided by management as to the non approval of the above, contrary to the 
requirements of section 53(1)(c)(li) of the MFMA. 
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Annual financial statements 

59. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

Audit committee 

60. The audit committee did not function as required by section 1 66 of the MFMA, in that: 

® the audit committee did not advise the council, the accounting officer and the 

management staff of the municipality on matters relating to internal financial control and 
internal audits, accounting policies, performance management, effective governance, 
compliance with applicable legislation and performance evaluation; 

e the audit committee did not review the annual financial statements; 

» the audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report; and 

• the audit committee did not meet at least four times during the year. 

61 . The audit committee also did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information, contrary to the requirements 
of section 166(2)(a)(iv) of the MFMA. 

62. The audit committee did not advise the municipal council, the political office-bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, contrary to the 
requirements of section 166(2){a)(vli) of the MFMA. 

Internal audit 

63. The internal audit unit did not function as required by section 165(2) of the MFMA, in that: 

• the internal audit unit did not prepare a risk-based audit plan and an internal audit 
programme for the financial year under review; and 

• the internal audit unit did not advise the accounting officer and report to the audit 
committee on matters relating to internal audit, internal controls, accounting procedures 
and practices, risk and risk management as well as loss control. 

64. The internal audit unit also did not report to the audit committee on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, contrary to the 
requirements of section 165(2)(b) of the MFMA. 

65. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes as 
required by section 45(1)(a) of the MSA and Municipal Planning and Performance 
Management Regulation 14. 

66. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality’s performance management system and whether the 
system complied with the requirements of the MSA as required by Municipal Planning and 
Performance Management Regulation 14. 

67. The internal audit processes and procedures did not Include assessments of the extent to 
which the municipality’s performance measurements were reliable in measuring the 
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performance of the municipality on key as well as general performance indicators as 
required by Municipal Planning and Performance Management Regulation 14. 

68. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by Municipal Planning and 
Performance Management Regulation 14. 

Procurement and contract management 

69. The municipality did not disclose all material losses, irregular or fruitless and wasteful 
expenditure incurred during the year under review, contrary to the requirements of section 
125(2)(d) oftheMFMA. 

70. The municipality operated without an approved delegation of authority, thus expenditure 
approved by a person other than the accounting officer was deemed irregular expenditure, 
contrary to the requirements of section 79 of the MFMA. 

71 . Goods and services with a transaction value of between R2 000 and RIO 000 were 
procured without obtaining written and verbal quotations, contrary to requirements of the 
SCM regulations 12(1)(b) and 16(a). 

72. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written quotations from at least three accredited suppliers, 
contrary to the requirements of the SCM regulation 12(1)(c). 

73. Goods and services procured through a competitive bids process for awards above 
RIO million were advertised for a period shorter than 30 days in a local news paper, 
contrary to the requirements of the SCM regulation 22(1)(b). 

74. The performance of contractors was not monitored on a monthly basis, contrary to the 
requirements of section 1 16(2){b) of the MFMA. 

75. The contracts were amended or extended without approval by a delegated official and no 
supporting evidence exists as to the extension of the contracts, contrary to the 
requirements of the SCM regulation 5. 

Human resource management 

76. The municipal manager did not provide a copy of the code of conduct to every staff 
member of the municipality as no evidence exists that such was acknowledged by the 
staff members of the municipality, contrary to the requirements of section 70(1) of the 
MSA. 

Expenditure management 

77. The accounting officer did not take reasonable steps in ensuring that unauthorised, 
irregular, fruitless and wasteful expenditure was prevented. No register was developed to 
identify and report on unauthorised, irregular, fruitless and wasteful expenditure and no 
indication existed that the mayor, MEC of local government and the auditor-general were 
informed, in writing, of any fruitless and wasteful expenditure incurred, contrary to 
requirements of section 32 of the MFMA. 

78. The municipality did not pay all Its invoices within 30 days of receipt of such invoice 
resulting in fruitless and wasteful expenditure Incurred as a result of interests and 
penalties charged by the suppliers, contrary to requirements of section 65(2)(e) of the 
MFMA.The accounting officer did not take reasonable steps to prevent fruitless and 
wasteful expenditure, as required by section 62(1)(d) of the MFMA. 
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79. Sufficient appropriate audit evidence could not be obtained that payments were approved 
by the accounting officer or a properly authorised official as required by section 1 1 (1) of 
the MFMA. 

80. Goods and services with a transaction value of between R10 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of SCM regulations 17(a) and (c). 

81 . Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids as 
per the requirements of SCM regulations 19(a) and 36(1). 

82. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services as per the 
requirements of SCM regulation 27(2)(a). 

83. Invitations for competitive bidding were not always advertised for a required minimum 
period of days as per the requirements of SCM regulations 22(1) and 22(2). 

84. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state as per the requirements of 
SCM regulation 13(c). 

85. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 1 16(2)(b) of the MFMA. 

86. The municipality did not implement a SCM policy as required by section 1 1 1 of the MFMA. 

87. Contracts were extended or modified to the extent that competitive bidding processes 
were being circumvented contrary to the requirement of a fair SCM system in section 112 
of the MFMA. 

88. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, withdrawal and payment of funds, as required by section 
65(2)(a) of the MFMA. 

Conditional grants 

89. The municipality did not maintain a management, accounting and information system 
which recognises revenue when it is earned, accounts for debtors, accounts for receipts of 
revenue, maintains a system of Internal control in respect of debtors and revenue as 
outstanding grants were not followed up, contrary to requirements of sections 64(2)(e)(f) 
and (g) of the MFMA. 

Revenue management 

90. The municipality did not comply with the provision of section 64((2)(a) of the MFMA and 
section 96(a) of the MSA as there was no effective revenue collection system in place to 
ensure that the municipality collected all money that was due and payable to it. Interests 
and penalties were not charged on outstanding debtors. 

91 . The municipality did not maintain a management, accounting and information system 
which recognises revenue when it Is earned, accounts for debtors, accounts for receipts of 
revenue, maintains a system of internal control in respect of debtors and revenue as the 
reconciliation between the prepaid electricity system and the accounting system was not 
maintained, rental agreements were not maintained and receipts were not reconciled for 
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completeness, contrary to requirements of sections 64(2)(e)(f) and (g) of the MFMA. 

92. The municipal council did not annually review the rates policy, contrary to requirements of 
section 5(1) of the Municipal Property Rates Act, 2004 (Act No. 6 of 2004). 

Asset management 

93. The accounting officer did not take all reasonable steps in ensuring that the municipality 
had and maintained a management, accounting and information system that accounted 
for assets as the asset register did not meet all the requirements of the reporting 
standards, and assets of a capital nature were expensed as repairs and maintenance, 
contrary to requirements of sections 63(2)(a) and (c) of the MFMA. 

INTERNAL CONTROL 

94. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

95. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related internal controls. The leadership did 
not ensure that there were processes to ensure reviews were implemented before 
submission of information as material errors were detected in the financial statements and 
non-compliance with laws and regulations and internal control deficiencies were noted 
throughout the audit process. 

96. The leadership of the municipality did not set the correct tone at the top. Senior 
management did not adhere to internal controls, which resulted in unauthorised and 
irregular expenditure not detected by management and non-compliance with relevant laws 
and regulations. 

97. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evidenced by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality failed 
to properly analyse the control weaknesses and implement appropriate follow-up actions 
that adequately addressed the root cause. This resulted in the audit findings in the prior 
year report being recurring in the current year. 

Financial and performance management 

98. The accounting officer did not prepare regular, accurate and complete financial 
statements that were supported and evidenced by reliable information and did not review 
and monitor compliance with laws and regulations. 

99. Finance staff did not fully interpret the requirements of the accounting framework. This 
contributed towards the numerous qualifications in the financial statements of the 
municipality. Consultants were appointed to assist with the compilation of financial 
statements. 

100. Inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous year’s audits. As a result significant difficulties were 
experienced in respect of the availability of information. 
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101. The financial statements were not properly reviewed for completeness and accuracy prior 
to submission for auditing. This resulted in many findings relating to incorrect disclosure. 

102. Effective performance systems, processes and procedures as well as the management 
thereof had not been adequately implemented. Documentation supporting amounts 
disclosed was not available. 

Governance 

1 03. The municipality did not implement appropriate risk management activities to ensure that 
regular risk assessments, including consideration of information technology risks and 
fraud prevention, were conducted and that a risk strategy to address the risks was 
developed and monitored. 

104. The municipality utilises the shared audit committee with John Taolo Gaetsewe District 
Municipality. The shared service audit committee did not ensure that there was an 
adequately resourced and functioning internal audit unit that identifies internal control 
deficiencies and recommends corrective action effectively. The annual performance report 
in place was not reviewed and deficiencies not identified for corrective measures. The 
audit committee has therefore not fulfilled its mandate and functions as outlined in the 
MFMA. 

105. The municipality utilises the shared internal audit unit with John Taolo Gaetsewe District 
Municipality. The internal audit function did not institute a risk based audit approach and 
the risk assessment conducted did not highlight and address risks pertaining to the 
municipality. Performance information was not audited during the year as required 
resulting in material deficiencies identified during the audit. 

OTHER REPORTS 

Investigations 

1 06. A court order directed the Office of the Auditor-General to investigate alleged irregularities 
with regard to procurement and contract management. The investigation has not been 
completed at the date of this report. 

107. An investigation was conducted by an outsourced firm to report on the reconciliation and 
analysis of prior period un-reconciled inventory. The report has been finalised indicating a 
loss of over R2 500 000. No actions have been taken by the municipality on the above 
during the date of this report. 



Kimberley 


30 November 2011 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auc/ifing /o build public confidence 
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